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KEY ECONOMIC INDICATORS Exchange rate as of June, 1974 
US$1.47 = NZ$1.00 


D 
A B : % Rate Of 
INCOME, PRODUCTIVITY, EMPLOYMENT 1972 1973 1974 (2) Change Growth 
GNP at Current Prices (Mar.Yr.) 9202 (1) 10373.3 4) 12193.6 +17.5 +15.5 
GNP at Constant Prices (Mar.Yr.) 5215. 6* 5465.5 N/A ~ + 4.8 
Per Capita GNP, Current Prices (1) 
(June Year) 3195.1 3516.0 
Indices: 
Industrial Production (1) 
(1954-55=1000) (Mar.Yr.) 2663 2771 N/A 
Avg. Labor Productivity (1) 
(1954-55=1000) (Mar.Yr.) 1368 1420 N/A + 3.8 
Avg. Weekly Wage Rate 
(1965=1000) (Mar.Yr.) 1737 1950 N/A +12.26 
Personal Income (Mar.Yr.) 7817* 8987* N/A +14,97 
Labor Force (000's) (April Yr.) 1122.9 1150.2 N/A + 2.43 
Avg. Unemployment Rate (000's) 
(Month of April) 4.93 2.27 -69.6 -61.77 


(1) 


4064.5 +15.6 + 8.0 


MONEY AND PRICES 

Money Supply (Mar.Yr.) 1334 +14,51 +19.73 

Public Debt Outstanding (Mar.Yr.) 4684.3 + 6.6 + 8.26 
External Debt (Mar.Yr.) 960.7 -17.5 -15.6 
Domestic Debt (Mar.Yr.) 3723.6 +12,.2 +14,1 

External Debt Service Ratio # 2.7 - ,21 - 29 

Comm'l Bank Interest Rate (Mar.) 6.0 No Change No Change 


Indices: 
Retail Sales (1958=1000) 
(Mar. Yr.) +18, 28 +18 .02 
Wholesale Prices (1958=1000) 
(Mar. Yr.) + 7.1 +11, 26 
Consumer Price (1965=1000) i 
(Mar.Yr.) + 8,14 


BALANCE OF PAYMENTS AND TRADE 
Gold and Foreign Exchange Reserves 
(June Yr.) 1113.8 1607.4 872.6 -45.7 = ae. 
Balance of Payments (Current 
Account Balance) (June Yr.) Sur. 191.5 Sur. 477.7 Def. 490.8 -102.7 +23.4 
Balance on Trade (June Yr.) Sur. 462.3 Sur. 770.9 Def. 148.8 -119.3 -26.3 
Exports,(Receipts) (June Yr.) 2039(3) 2606.5$3 (3) - 1,4 +13.2 
U.S. Share (June Yr.) 352.3/5) 446.13) - 5.5 +10.5 
Imports, (Payments) (June Yr.) 1576.7 (3) 1835.6 (4) +53.5 +34.9 
U.S. Share (June Yr.) 171.4 270 +68.9 +63,2 


# Does not include amortization; * Revised; (1) Provisional; (2) Estimate; (3) Because 

foreign trade figures are not available from the Department of Statistics due to computer 

problems, figures quoted for imports and exports are the actual receipts and payments figures 

from the "Overseas Exchange Transactions" of the New Zealand Reserve Bank, 

NOTE: Due to the aforementioned computer problems, foreign trade figures by category are not 
available, 

SOURCES: New Zealand Monthly Abstract of Statistics; "Quarterly Predictions"; "Overseas 

Exchange Transactions" of the Reserve Bank of New Zealand; New Zealand Department of Labour's 

"Monthly Statistics of Employment”, 





SUMMARY 


The pace of New Zealand's economic activity though still 
strong, is showing signs of slackening. High inflation, 

a deteriorating balance of payments, tightening monetary 
liquidity because of shrinking foreign exchange reserves, 
and general international economic uncertainty, are 
causing concern among a number of observers over the 
future of New Zealand's economy. The decline in the 

value of New Zealand's principal exports and greatly 
increased payments for imports have caused a serious 

drain on foreign exchange holdings. Farm income has 
dropped during the first half of 1974 due to falling 
export prices and/or lower production. Shipping lines 

are imposing surcharges due to delays in turn around at 
New Zealand's ports because of serious congestion. 
Business confidence has fallen from the high of a year 
ago. The stock market has dropped 27 per cent since 
September 1973. The tight liquidity is causing strains on 
commerce and industry. Inflationary pressures may increase. 


But despite this building construction and industrial 
activity continue strong. The Government is pursuing 

a "growth strategy" which emphasizes increasing industrial 
productivity, especially for export and housing construc- 
tion. The country still enjoys virtual full employment. 
In April the Government announced a 9 to 11 per cent 
general wage rise to take effect July 1. New, more 
flexible price control regulations were readied for 
launching in July when the price freeze ended. 


The Government's "growth strategy" creates fairly good 
prospects for continued increasing U.S. exports 
especially of industrial products. There are shortages 
of building materials and the expansion of industry for 
export offers potential for sales of plant and equipment. 
More transport equipment will be needed. However, the 
possibility of restricting imports especially of consumer 
goods to conserve foreign exchange is a danger which 
should be watched. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Fall _ in Foreign Exchange Reserves is Increasing 


Foreign exchange holdings have fallen from a high of 
$NZ1,093.5 million in June, 1973 to $NZ593.6 million in 
June, 1974 a 45.5 % decline*. The rate of loss of 
foreign exchange is increasing. 


Rapidly Increasing Imports and Declining Exports 
Cause Strains in the Economy 


Payments for imports for the year ending June, 1974 
totalled $NZ1849 million, whereas for the year ending 
June, 1973 they were $NZ1,248.7 million an increase of 
48.1 %. In the June, 1974 year private import payments 
totalled $NZ1,780.4 million, up from $NZ1,182.8 million 
for the June 1973 year, a 50.5 % increase. The 
Government Statistician estimates payments for private 
imports for the November 1974 year are likely to reach 
$NZ2,105 million. 


The Government's action in the latter part of 1973 to 
counter inflation by allowing increased imports of 
consumer goods and to encourage expansion of industries 
producing for export coupled with increasing costs for 
imports, especially following the rise in oil prices, has 
been a principal factor in reversing the favorable balance 
of payments of 1973. 


The increased deficit on “invisibles" has also added to the 
unfavorable balance of payments. It rose to $NZ232.8 million 
for the June 1974 year, up nearly 16.8 % over a year earlier. 


The great increase in imports reaching New Zealand has 
created almost intolerable port congestion and delays in 
ship turn around. Delays of importers in removing their 


Part of this dollar decline is accounted for by a down- 
ward adjustment of the book value of the foreign exchange 
by $NZ90.2 million in September, 1973 when the New 
Zealand dollar was revalued by 10%. 





merchandise has further exacerbated the port situation and 
docker work stoppages or slow downs have contributed their 
share. This has slowed up the dispatch of exports as well, 
and perhaps more importantly has increased shipping costs 
as shipping lines apply surcharges on freight passing 
through New Zealand ports. 


In the meantime the high prices - and earnings - enjoyed by 
New Zealand for its principal exports in 1973 have weakened. 
Export receipts for the June 1973 and June 1974 years were 
$NZ1,773.1 million and $NZ1,747.9 million, a decrease of 
1.4 %. Export prices for manufacturing bull fell 44 % 

and manufacturing cow, 54.5 % between October 1973 and 

June 1974. Lamb prices fell 36.5 % and ewes 24 % in the 
same period. Meat export receipts for June 1974 were 
$NZ41.8 million compared with $NZ55.4 million for the same 
month a year earlier (a 24.5 % decrease). Wool exports 
dropped from $NZ35.3 million in June 1973 to $NZ25.7 
million in June 1974 (a 27.2 % fall). 


In the month of June 1974 the trade balance was minus $NZ42.2 
million swinging the trade balance for the year ending June 
1974 to a $NZ101.2 million outflow. The overall current 
account balance for the year was minus $NZ333.9 million and 
the capital account balance was minus $NZ61.0 for a total 


of $NZ499.9 million. 


Given the uncertainty of the course of the world economy and, 
the persistent high inflation, it is very difficult to predict 
New Zealand's fortunes on its mounting balance of payments 
deficit. The increase in costs for imports of petroleum and 
petroleum products is estimated to run at a rate of about 
$NZ200 million a year. Indirect cost increases (shipping, 
products made from petroleum, etc.) related to the increased 
price for petroleum are estimated to boost the import bill by 
another $NZ200 million. These increases plus a greater volume 
of imports, inflation, and slackening in export receipts, 
could increase the balance of payments deficit to as much as 
$NZ550 million by March, 1975. 


The picture on exports is unclear. Japan stopped meat imports 
from New Zealand during the first half of 1974. The EEC also 
closed its market to New Zealand beef. Efforts to open new 


markets for lamb and mutton especially in the Middle East have 





not yet met with any success. However, a 36,000 ton sale of 
mutton to the Soviet Union in June gave reason for a bit less 
pessimism. Whether other markets will now open soon, for 
example in the Middle East or Japan, cannot be predicted with 
certainty. If markets should open up production limitations 
could restrict any major increase in exports in the short run. 
The value of dairy exports for the current year is expected to 
increase some over the past year. But the overall outlook 

for pastoral products exports is unclear. The principal factor 
in a significant improvement in export earnings will have to 
be an upswing in export prices. 


The shift away from the United Kingdom as New Zealand's 
principal customer for pastoral products is continuing. 

In 1972, nearly 43 % of dairy exports went to the U.K., in 

the year ending June 1974 the U.K. bought only 36 % of New 
Zealand's exports of dairy products. The U.K's. overall 

share of New Zealand's exports also fell from the 28.6 % for the 
June 1973 year to 23.7 % for the June 1974 year. The share of 
imports for the same two periods were 33.5 and 28.8 %. 


There has been a gradual increase in trade between New 
Zealand and its other principal trading partners. Australia's 
share of New Zealand's exports rose from 7.4 % in the June 
1973 year to 9.8 % in the June 1974 year. For the same two 
periods, Japan's imports from New Zealand totalled 12.3 % 

and 13.4 % respectively. New Zealand's imports from Australia 
for the two years declined from 25.8 % to 24.9 % and its 
imports from Japan rose from 11 to 11.2 % of New Zealand's 
total imports. 


Government Action to Stem the Loss of Foreign Exchange 


Unless the fall in foreign exchange reserves reverses itself 
through a significant upswing in export receipts or/and a 
fall off in import payments*, the Government will likely 
resort to one or more of three actions; (1) borrowing abroad, 
(2) restricting imports or (3) devaluation. The first 
alternative appears to be the best hope to maintain the 
Government's “growth strategy". The Government is now 
following it. ** Loans for import payments allow a con- 


Some ye vey | off of the increase in import payments might 


occur after the current upsurge of imports, arising out of 
special lanort authorizations of fo49P havé reached New 


Zealand. 

** BR $US100 million 12-month loan has just been negotiated 
from Switzerland to cushion the fall in foreign exchange 
reserves. 





tinuation of imports of needed materials for growth and 
for consumption. But funds for longer term loans from 
international sources appear scarce at present and 
interest rates are high. Because of this there could be 
practical limitations to the degree this course can be 
pursued. 


Exports of Manufactures and Forest Products Increase 


New Zealand's increasingly negative trade balance was lessened 
by the upswing in export receipts for forest products, $NZ120.1 
million for the June 1974 year (compared with $NZ96.7 million 
a year earlier, a 24.2 % increase) and an impressive jump in 
exports of manufactured products of $NZ41l million to $NZ171 
million for the current June year - over a 31.5 % increase. 
The share of these two classes of exports in New Zealand's 
total annual exports rose from 12.8 % for the June 1973 

year to nearly 16.7 % for the June 1974 year. These two 
sectors appear to face good prospects for continued growth 
unless there should be a significant down-turn in the inter- 
national situation. 


Monetary Liquidity Restrains Economic Activity 


The continuing fall in foreign exchange reserves brought 
increasingly tight monetary liquidity during the first half 
of 1974. Cautious steps by the Government in April to 
increase loan funds from the banking system by lowering 
reserve asset ratios for trading banks and finance companies 
by 10 per cent and a small further easing of credit in July 
for housing construction and investment in export industries 
still left most sectors of the economy seriously short of 
loan funds. Interest rates for trading banks were at their 
legal limit. Bank loans to deposits ratios are very high. 
Other lending institutions not under such strict financial 
regulations were making loans at rates considerably above 
those permitted trading banks, some reportedly as high as 

12 % on five-year loans. This can have the effect of 
diverting funds into fixed-interest investment, further 
reducing liquidity. 


The credit squeeze and inflation are creating problems for 
a number of companies to carry out investment and capital 
development plans. Some of the plans could be delayed to 
conserve available money for working capital. 





Expectations are that, though the Government will allow 
liquidity to remain tight to reduce inflationary pressures, 
it will ease credit restrictions to relieve different 
sectors when in the judgment of the Government these could 
become critical. 


Share Market Declines 


The share market index has been dropping since September, 
1973 when it reached a high of 1951. The decline reached 
1430 by early July, a 27 per cent drop. 


Farmers' Incomes Suffer Decline From Their High of 1973 


The drop in the export prices for pastoral products, and 
the substantial fall in the volume of production of several 
farming sectors in the face of increasing production costs 
are combining to drive down farmers' incomes. 


Wool production is estimated to have declined during the 
March 1974 year by 8 per cent, lamb and mutton by 14 per 
cent, beef 4.5 per cent, milkfat 8 per cent and pig meat 

6 per cent. The average wool price in early June was down 
to about $NZ.64 per pound. A further drop of about 15 per 
cent is predicted during the current year. The New 
Zealand Department of Statistics estimates sheep numbers 
will show a fall of 4 per cent. The Institute of Economic 
Research forecasts a drop in overall farm income of 34 per 
cent for the year ending March 1975. 


To ease the situation, the Government has made certain 
moves to help the farmers such as granting fertilizer 
subsidies and in searching for new markets abroad for 
pastoral products. The farmers claim they need much 
greater assistance. 


The "Inevitability" of Inflation 


The Government's strategy for countering inflation is by 
increasing productivity, controlling prices and keeping 


a strict rein on credit. It has not sought to prevent 
wage increases. It has only tried to avoid any increases 
getting too far out of line with the general level of 


increases. Some economists point out however, that, given 





the tight liquidity situation increasing wages has fed 
demand-pull inflation more than any excessive use of credit. 


The Government's actions on inflation leads a number of 
observers to the belief that it is resigned to a relatively 
high rate of inflation. Its strategy is more to minimize undue 
effects on any one sector. 


The Institute of Economic Research predicts an inflation of 
about 11 per cent for the forthcoming year but other 
knowledgeable observers predict it could go appreciably 
higher. Increasing costs for imports and shortages of 
consumer items and materials continue to add to inflationary 
pressures. Furthermore, the Government's strategy of increas- 
ing productivity will likely have only limited effect on 
reducing the rate of inflation in the short run and it could 
exacerbate it through bidding for scarce resources. 


The 1973 increases in the international price of petroleum 
did not begin to work their way into the economy until the 
second quarter of 1974. The full effect on prices will 
probably come during the third quarter. It is calculated 
its overall impact will be to increase domestic prices by 
2 to 3 per cent. 


Substantial Private Investment Expected During the 
Rest of 1974 


The Minister of Finance, in presenting the 1974 Budget in 
May, spoke of a slower growth rate for the rest of 1974. 
This would ease the present pressures on labor and materials 
shortages. The New Zealand Institute of Economic Research 
predicts the volume of capital formation to continue during 
the rest of 1974 at about the same pace as the past year. 
With inflation this will mean about a 15 per cent increase 
in value at current prices. The volume of commercial and 
industrial building construction may taper off some by early 
1975 but housing construction, especially low cost, because of 
special programs of the Government will likely remain strong 
and possibly increase. However, with farm expenditures 
suffering from the drop in pastoral prices, a slow down in 
farm development can be expected. This of course would 
affect business generally. 
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The continuing high inflation with very tight liquidity and 
the downturn in the terms of trade have encouraged some 
predictions of "stagflation" or as one writer has put it 
“slumpflation". Though there are signs of this danger only 
the course of events will indicate how serious they are. 


Private Income Continues to Increase 


In April, 1974 the Government announced wage rate increases 
of 9 per cent effective July 1 with provision for a further 
negotiated 2% per cent increase and in justified cases, even 
more. On the basis of this increase and a 5 per cent or more 
cost-of-living increase in early 1975, weekly earnings (which 
rose during the past year by about 13% per cent) could well 
rise a further 19 per cent in the year ending mid-1975. With 
an increase in the employed labor force of about 2 per cent, 


total increases in wage and salary payments would be boosted 
by about 21 per cent. 


Company Income Increases Appear Less Certain 


The new price control regulations of early July are based on 
companies' four year historical price pattern. They are 
designed to hold back price increases. To the extent they 
do this they will reduce profitability of companies' operations. 
The severe constraints on financing and inflation plus a 
considerable number of industrial stoppages caused by labor 
disputes have added to companies' woes. With the economic 
expansion tapering off, farm incomes dropping, and the 
possibility that companies may have to absorb some of the 
recent wage increases, the increase in company incomes is 
expected to fall from the past year high of about 30 per 
cent at current prices to just under half that amount during 
the coming year. 


Government Spending Increases But So Has Its Income 


The expenditure budget for the year ending March, 1975 is 

up $NZ496 million, 18 per cent over last year. But with the 
expected increases in the tax take due principally to higher 
tax payments by companies and individuals moving up to higher 
tax brackets as inflation continues, it is likely that the 
total government income will rise for the current budget year 
by slightly more than 18 per cent, thus actually reducing 

the Government's need to borrow below that of last year. The 
net effect of this makes the current budget slightly defla- 
tionary. The budget itself aims at stimulating private 





« 2% « 


saving and industrial production and exports by certain tax 
concessions. Assistance to increase farm production is 
acknowledged, through certain subsidies. But international 
market considerations will be more persuasive in deciding 
changes in production. 


Increase in Gross National Product Slackens Somewhat 


It is estimated that the GNP at $NZ8,295 million grew by about 
17.5 % inthe past year at current prices or about 5.5 % in 
real terms. Though there is a possibility of a considerable 
drop in GNP growth if there is a downturn in the international 
economic situation, with Government policy of maintaining 
strong economic activity and full employment the Institute 

of Economic Research forecasts only a slight drop in the 

rate of increase in the volume of production through March 
1975, to 4.5 %. With an approximate 11 % average price 
increase during the period, the GNP increase at current prices 
would be in the order of 154 % for a projected new total of 
$NZ9,565 million. 


IMPLICATIONS FOR THE UNITED STATES 


According to the New Zealand Reserve Bank figures, New Zealand 
exported $NZ286.8 million to the U.S. in the June 1974 year, 

63 % of which was meat. Butter, cheese and other dairy products 
(nonfat milk powder, etc.) accounted for about 16 %. The 

June 1974 year exports to the U.S. were nearly 5.8 % greater 
than the year earlier. 


On the other hand, New Zealand's imports from the U.S., 
totalling $NZ310.2 million in the same June 1974 year, were 
up $NZ78.8 million over the year earlier, an increase of over 
68.9 %. The trade ratio between New Zealand and the U.S. 


States, whereas for the June 1973 year it was 1.6 to 1 in 
favor of New Zealand. 


In the June 1974 year the U.S. share of New Zealand's total 
imports increased from 14.7 % for the June 1973 year to 
16.8%. The U.S. bought 16.4 % of New Zealand's total 
exports during the June 1974 year, slightly less than the 
17 per cent it bought during the June 1973 year. 





Economic Trends 
ET 74-090 


The U.S. Stands to Gain From the Phasing Out of 


British Preferences 


On July 1, 1974 with adoption of the new Customs Tariff the 
first of four steps toward phasing out the British Preferences 
was taken. As the difference in duties on imports from Britain 
and from other countries is removed ,the competitiveness of the 
United States for many items now entering New Zealand under 
the lower BP duty rate will be enhanced. Certain trading 
advantages will continue for Canada and Australia and most 
other Commonwealth countries which continue to enjoy 
Commonwealth preferences. Also Australia and New Zealand 

have increased the share of trade moving under the New 

Zealand - Australia Free Trade Agreement (NAFTA). 


Prospects for Continued U.S. Exports Are Good 


If a satisfactory rate of economic activity is maintained and 
industrial expansion continues in accordance with Government 
policy, the outlook is favorable for continued U.S. sales 
especially of machinery and equipment, construction materials, 
labor-saving machinery (both agricultural and industrial), 
coal and natural gas extraction, distribution and consumption 
equipment. 
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